COMMONWEALTH OPF KENTUCKY
BEFORE THE PUBLIC BERVICE COMMISSION

In the Matter of:

CITY OPF HENDERSON, KENTUCKY, CITY OP
HENDERSON UTILITY COMMISSION, AND BIG
RIVERS ELECTRIC CORPORATION APPLICATION
FOR CERTIFICATE OF PUBLIC CONVENIENCE
AND NECESSITY AND TO FILE PLAN PFOR
COMPLIANCE WITH CLEAN AIR ACT AND IMPOSE
ENVIRONMENTAL SURCHARGE

CABE NO. 93-065

el gt et et Vgt s e

O R D E R

IT I8 ORDERED that Bilg Rivers FElectric Corporatlon ("Bilg
Rivers"”) shall flle the orlginal and 12 coples of the following
information with the Commission no later than January 28, 19894,
with a copy to all parties of record. Fach copy of the data
requested should be placed in a bound volume with each item tabbed.
When a number of sheets are required for an item, each sheet should
be approprlately indexed, for example, Item 1{a), SBheet 2 of 6.
Include with each response the name of the witness who will be
responsible for responding to questions relating to the information
provided., Careful attention should be given to copled material to
ensure that it is legible. Where information requested herein has
been provided along with the original application, in the format
requested herein, reference may be made to the specific location of
said information in responding to this information regquest.

1. What are the costs of substituting the Green Plant into
Phane I of the Clean Alr Act Amendments of 1990 ("CAAA") and



"overncrubbling" by increasing the removal efficlienoy eof the
oxlating scrubber?

a. Estimate the dollar cost per ton 80, removed of this
option using a mothodology amlmilar to that presented in the
Roausesament Study (Exhibit DE-1). As minimum support for this
calculation, provide the cont of any capital investment required,
increases in flxed operating and malntenance ("OuM") costs,
increases in variable operating or maintenance expenses broken down
by category of cont (e.g., reagenht), the fuel type to be burned,
the capaclty factor assumed, the heat rate assumed, the tons of BO,
removed per year, flnancial assumptlons, and the year dollars of
any costs provided. Provide per unit costs and total dollar costs.

b. How will the lawsult against the U, 8§, Environmental
Protection Agency ("EPA") regarding award of substitution
allowances and EPA's decislon to authorize award of allowances for
only one year of Phase I affect the decision to pursue substitution
at the Green Plant, What actions would Big Rivers take in Phase 1
if these allowances are not authorized?

2. What are the costs of "overscrubbing" at the Wildon Plant
by lInecreasing the removal efficlency of the £flue gas
desulfurization system ("FGD" or "sorubber")? Estimate the dollar
cost per ton 50, removed of this option using & methodology similar
to that presented in the Reasgessment Study (Exhibit D8-1). As
minimum support for this calculation, provide the cost of any
capital lInvestment required, Increases in fixed O&tM costs,

increases in variable operating or maintenance expenses broken down
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by oach cataeqory of cout (e.g., reagent), the fuel type to be
burnnd, tha capacity faoctor assumed, the heat rate asaumed, the
tann of B0, ramoved per year, financial assumptions, and the year
daliare of any ocosts provided, Provide per unit costs and total
dollar costs.

3. What aroe the "othar expenses"” raferenced in the testimony
of Grogory Black ("Item 2") on page 54 of 57, lines 1-27

1, Did nNig Rivers consider mswitching fuels at its currently
pcrubbed units? Why or why not? If yes, provide the economic
analysls which supports the declsion not to pursue this optlon,

5, Big Rivers does not present an analysis of wet sorubbing
toachnologlen othar than wet lime FGDs for the Cocleman and Btation
T"wo Planta, Pid Big Rlvers evaluate other wet scrubbing
technologlens puch as limastone forced oxldation or limestone
inhlbitod oxidatlon? 1If not, why not? How do the costs of theae
tochnologlas compare to the cost ot the wat lime FGD chosen for
these units (particularly the Coleman Plant where lime handling
facllities can not be shared)?

6. Roforonce tho testimony of Paul Schmitz ("Item 1") on
page 15 of 36. Summarize the assumptlions, methods, and conclusions
of Bilg Rivers' analysis of early unit retirement as a compliance
method,

7. Reference Item 1, page 16 of 36, Bummarize the
assumptions, methods, and the conclusions of Big Rivers' analysis

of pre=-combustion sulfur removal from high-gulfur coals as &



compliance method. What technoclogies are capable of pre~combustion
removal?

a. Did Blg Rivers analyme a blend of Powder River Baain coal
and low-gulfur Appalachian coal? 1If no, why not? If yes, provide
this analysis. What investments would be reguired to burn a coal
blend of this type? Explain any technical or plant constraints
that would prevent using such a blend.

9, Federal acid rain requlations doc not require Big Rivers
to switch to 1.15 lbs. 80, per MMBtu ccal in the fuel aswitch-low
sulfur coal plan (Plan 5). It could awitch to a "near-compliance"
coal of approximately 1.6 lbs., 80, per MMBtu which could be less
expansive. Analyze thls fuel awltching option and explain why Big
Rivers did not evaluate it in the Reasmsepament Btudy or earlier
studies. Explalin any technical or economic reasons why Big Rivers
could not utllize this type of coal.

10, Referaence Item 1, page 24 of 36. What reasons did the
City of Henderson provide to Blg Rivers for its earller decision to
reject sharing facllitlies for the Station Two scrubber?

11, Reference the tostimony of David Schultz and David
Spainhoward ("Item 4"}, page 10 of 20:

a, What information on emigsion allowance values was
obtained from experts in the field? What experts were consulted?
b, What range of allowance values was supported by the
sources researched by Blg Rivers? Where in thls range does Big

Rivers' assumption of §250 per ton fall?



12. Referonce ltem 4, page 10 of 20. Compare Big Rivers'
forocant and growth rates for fuel to RDI's forecast for the range
of aulfur contents of coal considered in Blg Rivers' economic
annilyala,

14, One of the keoy factors that could affect a decision to
acrub rather that wswitoh fuel s the asulfur premium (i.e.,
difforence in price between hlgh and low-sulfur coal), Did Big
Rivers analyge n range of fuel pricos and sulfur premiums in its
cconomic analysin? 1f not, why not? 1If so, provide thip analysis,

14, Provide 2 coplos {electronlc or hard copy) of all UPLAN
modoel runs that wore used Lo analyze Plans 1«7 of the Roasgessment.,

15, Demscriba the purpose of each of the spreadsheoet models
used in the analyais of Plans 1=-7 referred to in Item 4, pages 12
and 13 of 20. Provide 2 coples (eleoctronic or hard copy) of these
aproadshoets,

16, Reference Item 4, page 13 of 20. Big Rivers' allowance
price estimate s %250 per ton as escalated with inflation. Did
Blg Rivers uge thio value in the economic analyels of Plan 1? If
no, what value was used? If yes, why was this value uned when Big
Rivers pold allowances at approximately $1920 por ton.

17, In the economic analysis of the 7 alternative plans,
allowances are bought and sold to result in a conastant allowance
bank. what la the size of the allowance bank? Expand the table in
Exhibit DS-1, page 29 of 39, to include, for each plan and sach
yoear of the nstudy period, tha allowances purchased, sold, and held

in the emission allowance bank.
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18, Reference Exhiblt DS-1, page § of 39, What technolcgies
did Burns & McDonnell dismiss from further review? Provide any
written report (or relevant excerpts) where Burns & McDonnell
concluden that wet lime FGD i8 more economical than a wet limestone
IPGD for the Coleman and Station Two Plants.

19, Reforence Exhibit DS~1, page 9 of 39. Eccnomic dlspatch
can be adjusted to recognize the opportunity cost of emission
allowances., Was thig adjustment made for the economic analyais of
Plans 1=-7? Was the adjustment made only for the analysis presented
on Attachment D of Exhihit DS8-1, page 7 of 7?

20, Reference Blg Rivers' 1993 Integrated Resource Plan
("IRP"), Appendix 3, Exhibit 1, page A3EX2-15, Table 4. Provide an
update to this table,

21. For the Station Two FGD:

a, How many and what size absorber modules does the
deocign include? What level of redundancy was selected for other
key components of the scrubber and related systems?

b, wWhat are the byproduct quallty and disposal
techniques?

c. what are the coal quality design specifications?
Include the maximum and minimum sulfur content,

d. What are the source and transportation method for
lime?

e. What are the ESP outlet particulate loadings assumed
in the design?



£, What is the maximum capacity of Station Two after
installation of the scrubber?

g. what is the estimated reliability of the scrubber?

h. What is the flue gas flow rate?

i. What is the calcium to sulfur molar ratio?

3 Will the scrubber treat 100 percent of the flue gas
or will a portion bypass the syatem?

K. How much unused capacity remains at Big Rivers'
exlating waste disposal sites? Does Big Rivers have its own waste
disposal sites? Does Big Rivers contract for waste disposal?

1, What guarantees or warranties have been given for
the scrubber equipment?

m. How similar is this design to other existing wet
lime FGD designs of Big Rivers? How similar is this designed to
those of other utilities?

22, For the Statlon Two FGD, break out the capital investment
into the following categories., Indicate the year dollars of the
costs provided. Provide costs per unit and total dollar costs.
Indicate if the costs provided represent the total costs or Big
Rivers' share of the costs.

a. Reagent Feed System

b. SO, Removal System

c. Flue Gas Handling System

d. Sclids Handling System

e, General Support Egquipment

£. Addlitional Equipment

-] -



g. Total Process Capilital
h. General Facilitiea
i. Engineering and Home Office Fees
Je Project Contingency
k. Process Contingency
1, Total Plant Cost
m. Allowance for Funds Used During Construction
n. Other Capital Costs (not covered by above
categories)
23. For the flxed and variable operating costs of the Station
Two scrubber, complete the following table. Indicate the year
dollars of the costs provided. Provide costs per unit and total
dollar costs. Indicate if the costs provided represent the total
costs or Big Rivers' share of the costs.
Fixed Operating Costs
Operating Labor
Maintenance Labor and Materials
Administration and Support Labor
Other
Total Fixed Operating Costs
Variable Operating Costs
Lime
Disposal
Water

Power
Cther

Total Variable Operating Costs

24. Reference Exhibit DS-1, page 14 of 39,
a, In the screening analysis discussed, what was the

baseline fuel cost used to develop cost per ton 50, removed?
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b. Do the fuel costs reflect existing contracts, the
market cost of coal if a new contract is signed, or a combination
of both?

c. If levelized fuel costs over the study pericd are
used, what fuel cost is used after existing contracts expire.

25, Do all of the 7 plans include "“overscrubbing" at the
Wilson Plant during Phase II? What other Phase II compliance
options are included in Plans 1-72

26. Reference Exhibit DS-1, page 17 of 39, Why did Big
Rivers change its capital cost treatment from its earlier analyses?
What effect does changing this treatment have on the economic
analysis?

27. Reference Exhibit DS-1, page 18 of 39. Why did the
capital cost of the scrubber increase? What factors could cause
the cost of the Station Two scrubber to increase further? Does the
City of Henderson's contract with Wheelabrator Air Pollution
Control provide any protection against further cost increasesg?

28. Reference Exhibit DS-1, page 20 of 35. What types of
coal are used to analyze the blended coal option? Provide the
source, the energy content, and sulfur content of each coal, and
the resulting sulfur content of the blend. Would these ccals be
blended on site or purchased as a blend? If they are to be blended
on site, did Big Rivers include costs to blend? What are the costs

to add on-site blending capability?



29, What is the annual rate impact, relative to a base case
with no CAAA complliance, for each of the 7 plans analyzed by Big
Rivers both in cost per kWh and percent increase or decrease?

30. What is the estimated trangportation rate to deliver
Powder River Basin coal to Big Rivers' generating units? What
sources were used to estimate the transportation rate? Describe
the routing of the coal. Provide an estimated transportation rate
for delivery by barge and delivery by rail,

31. What is the estimated transportation rate to deliver low-
sulfur Appalachian coal (1.15 lbs. SO, per MMBtu) to Big Rivers'
generating units? What sources were used to estimate the
transportation rate? Provide an estimated transportation rate for
delivery by barge and delivery by rail.

32. Provide the average cost per ton Big Rivers paid in 1993
for coal transportation. Provide the approximate transportation
component for the coals listed on Attachment A to Exhibit DS-1,
page 1 of 8.

33. Refer to Exhibit DS-1, pages 24 and 25 of 39. Explain
why the coal burned with the scrubber is different between Plans 1
and 37

34. Reference Exhibit DS-1, page 37 of 39. Has the Station
Two scrubber been designed to produce a by-product of commercial
value such as gypsum? If s0, do the cost estimates consider the
value of selling this byproduct?

as, Reference Attachment A of Exhibit DS8-1, page 8 of 8,

second row labeled "Station Two":
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a. What do the contract numbers labeled 1995, 1996,
2000 mean?

b. Why is the information for some contracts repeated
in the bottom half of the table, particularly if the contract is
listed as having expired in the top half of the table?

C. What is meant by "IN 1995", "IN 2000" etc. as listed
in the table? To what information on the table do these labels
apply?

d. In what year dollara is the fuel cost information
provided in this table?

36, Reference Attachment A of Exhibit DS-1, page 1 of 8. 1In
what year dollars are the fuel prices listed? In what years would
the new supplies be available? Are these the prices for the new
contracts that appear on Attachment A of Exhibit DS-1, page 8 of 87

37. Big Rivers has concluded that precipitator equipment
would need to be replaced if it switched to low-sulfur coal.

a. What are the remaining lives ©f the precipitator
equioment at the Coleman and Station Two Plants? If there had been
no amendments to the Clean Air Act, when would investment to
replace or upgrade precipitator equipment have been required?

b. What are the current conditiona of the existing
precipitator equipment at the Coleman and Station Two Plantsa? Are
there signs of corrosion?

c. Provide a measure(s) of the size of the existing
precipitators at the Coleman and Station Two Plants such as the

surface collection area.
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d. Why did Burns & McDonnell conclude that the
precipitators would need to be replaced rather than upgraded?

38. Reference Table A-la and Table B-la of the Burns &
McDonnell analysis.

a. One of the effects of switching to low sulfur
Western coal is that systems (such as pulverizers) may not be able
to achieve their rated capacity resulting in a MW derate of the
generating unit. What derate 1is assumed in the analysis of
switching to Western coal? Which of the listed costs could be
avoided if Big Rivers accepted this derate?

b. What types of costs are included in the "Steam
Generation" category of these tables?

c, What items are covered by the coal handling cost
category?

4. How much of the sawitching coasts is due to
precipitator investmenta?

e, What is the approximate range of market values for
the portion of Big Rivers' capacity not needed to meet its system
loag?

39. Reference Exhibit DS-1, page 21 of 39. For each of the
options analyzed for the Station Two and Coleman Plants, complete
the table shown in Appendizx A to this Order to support the
calculation of dollars per ton S50, removed. Also complete this
table for the wet lime system at the Coleman Plant and for any wet

limestone FGD systems analyzed by Big Rivers, Describe Big Rivers'
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methodology for incorporating the economic value ¢f the energy
penalty and derate assoclated with 80, removal options.

40, If levelized fuel costs are used in the screening
analysis to develop the deollar cost per ton 80, removed shown in
Exhiblt DS8-~1, page 21 of 39, provide for one 80, removal option and
one generating station, all calculations used to derive the
levelized annual fuel cost. For ocach year of the study period
states

a. The fuel cost in § per MMBtu,

b. Whether the fuel price represents a market rate or
a contract rate or a blend of both.

c. The MMBtus of fuel consumed,

d. The levelization factor,

a. The digscount rate used to develop the levelization
factor.

£, The year dollars of all costs provided,

41. Provide the existing coal quality specifications (minimum
and maximum) for each of Big Rivers' generating units for the
following quality parameters:

a. Volatility (percent)
b, Grindability (measured by the Hardgrove Index)
c. Energy content (Btu per 1b,)
d. Sulfur content
e. Ash content (%)
42, Provide the wellhesad cost of natural gas used to evaluate

gas co~firing, the estimated transportation cost to deliver natural
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gas to Big Rlivers, and the escalation rate for natural gas if
different than the -2 percent real rate used for coal prices. What
are the delivery constraints on the amount of natural gas that can
be delivered? How far must a gas pipeline be extended to deliver
gas to Big Rivers' generating units?

43, For each type ¢f coal that was consldered as part of Big
Rivers' most recent Reassessment study, provide the assumed energy
content (in Btu per 1lb.).

44, Were economy sales included when modeling the alternative
plans presented in the Reassessment study?

45, Table 8,{3).2 on page 8-39 of the 1993 IRP provides the
net rating in MWs of Big Rivers generating units. 1Is the rated
capacity in the summer is different than in the winter? 1If yes,
provide both the summer and winter rated capacity.

46. Provide the minimum capacity (in MWs) of each of Big
Rivers' generating units. Minimum means the portion of the
generating unit that would be kept in continuous operation to aveid
start-up coéts.

47. Refer to Big Rivers' response to Item 5 of the Kentucky
Industrial Utility Customers' ("KIDC") first request for
information in Case No. 93-341!, Provide the MWhs that correspond

to these O&M costs in Items a, b, and ¢ of that request.

! Case No. 93-341, A Review Pursuant to 807 KAR 5:058 of the 1593
Integrated Resource Plan of Big Rivers Electric Corporation,
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48, For cach of Big Rlvers' gonerating units, provide the
avallabllity factor for each month of 1991 and 1992.

49. Provide the NO, emission rates, in lbo. NO, per MMBtu, for
ecach fuel typo considered for acid rain compliance and for Big
Rivers' exiating fuel,

50. For each of the 7 plans, what percentage of medium-sulfur
coal and high-gulfur coal would be bought from local sources {(e.g.,
Western Kentucky). How do Big Rivers' sclected plan or any of the
other plansg result 1ln fuel diverslty?

51, Provide the remainder of the study report (Exhlbit DS-1)
written by Burns & McDonnell to document lts findingas {in the
Reasmsessament Study.

52. The EPA's Integrated Air Pollution Control System
{"IAPCS") computer model used by Burns & McDonnell is not commonly
used by other utilities to evaluate 50, removal costs. What
efforts did Big Rivers make to determine that thle model was
adequate and reasonable for its evaluations?

53, Blg Rivers recently msold allowancea for approximately
$190 per ton, If adjusted for an inflation rate of 4 percent per
year, thils price would be approximately $205 per ton versus Big
Rivera' 1995 allowance price estimate of $250 per ton. Why did Big
Rivers use an allowance price estimate of $250 per ton when it sold
allowances at only $205 per ton?

54, Comment on the following statemant, A utility may
experience lower fuel price risk i{f a utility switched fuel during

Fhase I and delays the construction of a sorubber. If low-sulfur
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coal pricen prove to be high over this perliod, the utility may
ntill install a scrubber., Delay of the scrubber enhances
floxibllity because it delays an irreversible capital commitment
while leaving room to avold future "high" low~sulfur coal prices.
56, Is it possible to mitigate the risk of fuel price
uncertainty by signing long-term contracts? Did Big Rivers
conslider this approach? How would this approach affect the
rankings on this criterion presented in the Reassesament Study?
56. Item 1, page 9 of 36, notes that "to the extent

appropriate and as reguested by Big Rivers ., . . Burcharge amcunts

can be incorporated into existing base rates.," (emphasis added) 1Is
it Big Rivers' understanding that incorporation of surcharge
amounts into base rates is optional? Under what circumstances
would Big Rivers not wish to include surcharge amounts in basge
rates?

57, Reference the testimony of John West ("Item 3"), page 6
of 42. Why does Big Rivers propose a different accounting
treatment through the surcharge for extension and transfer
allowances than for allowances generated over the Phase I period
vwhich it has so0ld? What accounting principles support this
treatment?

58, What accounting principles permit Big Rivers to deduct
the value of emigsion allowance proceeds to reduce the capital
investment associated with the Station Two scrubber. Why does Blg
Rivers deduct only the value of the extension and transfer

allowances and not the proceeds of the entire sale? Is this
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appropriate when Big Rivers has already received the full proceedn
of the sale?

59, How would the present value of revenue reqguirements
("PVRR") change if Big Rivers used all of the allowance proceeds to
offget the cost of the scrubber rather than amortiging $10 million
of the proceeds over time?

60, Does Bilg Rivers intend the surcharge to cover all
increases in costs of environmental compllance that are not in base

rates or only costs assoclated with new activitias? Explain Big

Rivers' reasoning for 1its selected approach, Explain the
incentives for efficliency under both approaches.

61. Why is Blg Rivers proposing to wait until July 1995 to
activate the Surcharge?

62, What timetable does Big Rivers propose to follow to
implement the Surcharge? Include the completion date of the 1992
"baseline,"

63. If the Surcharge is not be activated until July of 1995,
but Surcharge-related costs are incurred and monitored by Big
Rivers after December 31, 1992, does Big Rivers propose to recover
the Surcharge-related costs incurred between December 31, 1992 and
July 1995 (Item 3, Page 17)? If yes, how?

64. Referring to Point 2 on Page 4 of Item 3, a debt service
component will be included in the Surcharge calculation even if the
pollution control equipment is internally financed (Item 3, Page
16). Explain why a debt service component should be included if

projects are internally financed.
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65, Although tho proposed coot of debt for the environmental
gurcharge is B percent, Blg Rivers is oconfident that it ocan
refinance debt with REA at 6 percent., Bhould the debt service
component be based on an embedded debt value or the coat of naw
borrowling?

64, Referring to Point 1 on Page 4 of Item ), how ares the
capltal~related revenue regquirements calculatad? If & rovenuas
requirement-type model is used, discuss the model and assumptions
uged,

67, Referring to Point 4 on Page 4 of Item 3, what accounting
changes under the Uniform Systems of Accounts have been made (Item
3, Page 21) by Big Rivers to track O«M expenses for the pollution
control facilities?

68, How will the portion of Administrative & General expenses
rolated to environmental compliance be esstimatad?

69. Referring to Point 5 on Page 4 of I1tem 3, the cost of the
emisnsion allowancep will be included in the Burcharge calculation.
On page 24 of Item 3, the cost of the allowances is book value,
plus or minus the amortization of losses or gains from allowances
nold by Big Rlivers.

a, How will the book value of allowances be determined?

b. Is the book value different from the purchase ot
pale price of an allowance? If yes, why?

c. what is the amortization period used to distribute

allowance losses or gains?
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d. Deoes the amortization period begin on the date of
allowance sale? If no, why not?

70, Provide all support for Big Rivers' assertion that the
lifatime of pollution control inveatments is shorter than that of
generating unlt equipment and that the appropriate perlod is 20
years. Referring to Page 13 of Item 3, provide a estatus report on
the deprecliation and amortization study for pollutlon control
ecquipment.,

71, Prior to the most recent amendments to its contracts with
the Clty of Henderson, Blg Rivers pald 8tation Two costs through
its contract payments to the City which was responsible for
financing the scrubber, Why did Blg Rivers agree to amend its
contracts to beocome directly responsible for financing a portion of
the scrubber lnstallation?

72, Reference "Big Rivers Electric Corporation's Application
for Approval of Amendments to its Contracts with the City of
Henderson, KY and Clty of Hendarson Utllity Commission and Big
Riverse Plan for Compliance with the Federal Clean Air Act as
Amended" filed with the Commission on July 2, 1993. 1In Exhibit 1,
{page 11) under Joint Facilities Agreement, Blg Rivers proposes a
mechanism to allocate the cost of the joint facllities utilized by
both Green and the Station Two scrubbers between Big Rivers and the
City of Henderson.

a. Explain the «cost allocation method and |its

eslection., wWhat methods did Big Rivers explore and reject?
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b, How waa the 11,5 percent carrying charge developed?
Doea it represent Blg Rivera' carrying cost or the City of
Henderson'a carrying cost? Why is 11.5 percent tho appropriate
rate to uge?

c. Would the formula proposed in the contract
amendments be appropriate if carrying costa were to decline or
increase?

d. Indicate any areas where the allocation method under
the contract amendments will be different from the current
allocation method.

73. How did Big Rivers datermine that: (1) 154,388 was the
approprlate number of allowances to sell; (2) the appropriata price
Eor the sale; and (3) the appropriate timing for the sale?

74, Refer to Item 3, page 10. Explain the statement that
$3.2 million of assoclated retirements of exlsting equipment can be
used to reduce the estimated net capital additions. Doces this
statement refer to the estimated salvage value of the retiremant
being an offset to the estimated §39.3 million in capital
additions?

75. Item 1, pages 32 and 33 of 36, provides the oriteria
applied by Big Rivers during its reassessment of tha compliance
plan, One criterion was the compatibllity of Big Rivers' plan with
that of the City of Henderson. Describe any arsas whaere Big
Rivers' plan was not compatible with the City of Henderson's.

Explain how these arecas of incompatiblility have been resolved.
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76, Concerning the Station Two Bcrubber, explain the
procedures that wlll be used to allocate capital expenditures and
operating and maintenance costs between Blg Rivers and the City of
Honderson., Identlfy and descrlbe the basis for the allocations
that will be used.

77. Item 2, paga 6 of 57, Indicates that Big Rivers proposen
to include only qualifying capital expenditures incurred after
Docember 31, 1992 in lts surcharge. Explain the significance of
thia date and how Big Rivers determined that it was appropriate.

78, Item 3, beginning at page 5 of 42, discusses the sale of
eniasion allowances by the Clty of Henderson and Blg Rivers.
Concerning the sale of the 154,384 emission allowances:

a. Identify the generating plants to which the emigslion
allowances relate.

b. How many allowances wore owned by the City of
Henderson and how many were owned by Big Rivers?

Ce Explain the method used to distribute the City of
Henderson's allowances,

4. Preopare a breakdown of the total emission allowances
sold, showing vintage year of the allowances, the asscciated plant,
and the number of allowances asscciated with each vear.

e. Prepare a breakdown of the total emission allowances
sold, classifying the allowances as elther base, extension,

transfer, or bonug.



£, Explaln the effect the sale of these allowances will

have on Big Rivers' ability to comply with the CAAA over the next

10 years.
79. Provide all entries made by Big Rivers to account for the
receipt and sale of the emission allowancea. Include account

numbers, account titles, transaction descriptions, and the cost
used when recordling raeceipt of the emission allowances.

80. Has the Rural Electrification Adminlistration (“REA")
issued any guidelines or instructions concerning the accounting for
emispion allowances. If yes, provide coples,.

a1. Are there any differences between the Federal Energy
Regulatory Commission ("FERC") prescribed accounting treatment for
emisasion allowances and the treatment applied by Big Rivers? 1If
yes, explain for each difference why Big Rivers used the particular
treatment,

B2, Item 3, page 6 of 42, dlscusses how accounting for the
sale of emission allowances would affect the surcharge. Provide
the accounting entries which demonstrate the effects described in
the testimony. Does this accounting treatment conform to FERC
accounting requirements for emission allowances?

83, Provide the calculations and workpapers which show the
current welghted average debt rate to be approximately B percent.

84. Item 3, page 17 of 42, discusses Big Rivers' proposal for
a "bagseline" of operating and maintenance expenses for existing

pollution control equipment for the year ended December 31, 1992,
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with expenses above or below the egtablished "baseline" reflected
in the calculation of the surcharge.

a. Explain why Big Rivers belleves it is appropriate to
establish & "baseline" of operating and maintenance expenses,
Include a discussion of the reasoning behind this proposal.

b. Explain why the year ended December 31, 1%92 was
selected for the "bagseline" period.

c. Explain why Big Rivers advocates the "baseline"
approach, rather than tracking specific operating and maintenance
expenses which would be eligible to include in the surcharge.

8s. Item 3, page 19 of 42, discusses administrative and
general expenses which Big Rivers proposes to include in the
surcharge,

a. Explain the cost allocation procedures Big Rivers
has in place to segregate administrative and general expenses
related to environmental compliance activity eligible for cost
recovery under KRS 278,183.

b. Why is it necessary to identify these potential
surcharge costs through the "baseline" apprcach, rather than
through specific cost tracking mechanisms.

86. Item 3, pages 17 and 19 of 42, indicates that the 1982
"baseline" expenses which Big Rivers intends to use to determine
expenses recoverable through the surcharge will be submitted to the
Commission for review prior to the operation of the surcharge.

a. Explain why Big Rivers did not submit the "baseline”

information with this application.
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b, Provide a detailed sachedule of the 1992 "baseline"
expenses referenced on pages 17 and 19. Identify the expense,
account number and title where the expense is recorded, and the
amount to be included in the "baseline".

87. Under KRS 278,183, a utility is entitled to the current
recovery of compliance costs not included in existing rates through
an environmental surcharge to existing rates imposed as a positive
or negative adijustment toc customer bills in the second month
following the month in which costs are incurred., Item 3, page 20
of 42, indicates that Big Rivers will recover only incremental
pollution control operating expenses incurred after 1992. 1In its
December 21, 1993 Order, the Commission held that Big Rivers could
not assess its surcharge until it received Commission approval or
May 21, 1994, whichever occurred first.

a. In light of the statute and the potential effective
date of the surcharge, is Big Rivers of the opinion that it can
recover any pollution control operating expenses incurred before
the end of the suspension period in 1994? Explain the basis for
Big Rivers' position.

b. Does Big Rivers contend that it may accumulate
returns on compliance construction and related capital expenditures
during 1993 and recover these amounts after the surcharge becomes
effective? Explain the basis for Big Rivers' position.

88. Big Rivers has stated that it will not activate the
environmental surcharge until July 1995. 1If the surcharge becomes

effective in mid-1994, would Big Rivers activate the mechanism to
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recover eligible operating and maintenance costs and returns on
eligible plant investments before July 19957

89. Concerning the cost of preparing and submitting this
surcharge application:

a. Provide a detailed estimate of the cost to prepare,
and pursue this case., Identify any outside professional services
used {accountants, engineers, attorneys, consultants, etc.), the
eatimated hours of each service, the hourly rate for each service,
the cost of notices, materials and supplies, and other related
costa.

b. As of the date for response to this QOrder, provide
the actual cosats incurred related to this proceeding, supported by
invoices or other documentation. The costs related to outside
professional services should show the hours billed and the hourly
rate charged.

c. Provide updates on March 17, 1994 and May 2, 1994 of
the costs actually incurred relating to this proceeding. All costs
should be supported by invoices or other documentation. The costs
related to outside professional services should show the hours
billed and the hourly rate charged.

90, Concerning the role of the REA in the development and
implementation of Big Rivers' compliance plan:

a. State whether Big Rivers has requested REA approval
of any feature of its compliance plan. Indicate the status of

these requests as of the date for response to this Order.
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b. Describe REA's role as it relates to the sale of
emission allowances., 1Include the atatus of any request for REA
approval of the allowance transactions.

c. Describe REA's role in the conatruction and
tinancing of the Station Two scrubber. Include the status of any
request for REA approval concerning the construction and financing
of the scrubber.

91. In Big Rivers' Compliance Plan Reassessment, one of the
alternative plans considered was limited to buying allowances to
achieve compliance (Attachment C of Exhibit DS-1, page 2 of 6}.

a. Explain why Big Rivers considered this approach only
and did not model a mixture of fuel switching and allowance
purchases.

b. Explain why Big Rivers considered the purchase of
allowances as the only realistic alternative to its base case plan.

92. In the notes to its 1992 Annual Report, Blg Rlvers states
that it records as a liability the portion of the principal
payments it must pay as fixed costs under its contract with the
City of Henderson, based on estimates of its allocated portion of
Station Two capacity, and records as an asset a like amount for the
right to purchase its allocated portion of the output.

a. Describe the effects the City of Henderson's and Big
Rivers' compliance with the CAAA will have on the carrylng value
recorded for this asset and this liability on Big Rivers' books.

b. Provide the accounting entries to Big Rivers' books

which would reflect these impacts.
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Done at Frankfort, Kentucky, this l4th day of January, 1994,

PUBLIC SERVICE COMMISSION

ATTEST:

:.’lcm\Mﬂwa__

Executive Dlrector




APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 93~065 DATED January 14, 1994

General:
List B0, removal option

List generating unit

List year dollars

{nominal or vyear dollars)

Year in which option

implemented
Inflation rate (%/year)

Discount rate (%)

Fixed charge rate (%)

Item and Units

Baseline

80, Removal
Option

Fuel Type

Name

Sulfur content (lbs.
S0,/MMBtu)

Energy content
(MMBtu/ton)

Heat rate of unit (Btu per
kWh)

Capacity factor of unit (%
per year)

Capacity of unit (MW)

Energy consumption (mWhs
per year)

50, removed per year (tons)

Capital investment
Total investment (S
miliions)

Annual investment ($
millions)

Fuel Cost

($/MMBtu)

($ millions per year)
(indicate lf 1Bt year or
levelized cost used)




General:
List SO, removal option

List generating unit

List year dollars

{nominal or year dollars)
Year in which optien
implemented

Inflation rate (%/year)

Discount rate (%)

Fixed charge rate (%)

Item and Units Baseline 80, Removal
Option
FPixed O&M
({S/KW=-Year)
({Escalation % per year)
(Annual $ million)
(indicate if lst year or
levelized cost used)
Variable O&M
($ per mWh)
(Escalation & per year)
(Annual $ millions)
{indicate if lst year or
levelized cost used)
Value of Replacement
Capacity
($ million)
($ per kW)
Value of Replacement Energy
($ million)
($ per mWhr)
Annual Cost of SO, Removal
Option
(S millions)
Annual SO, tons removed
Dollars per ton SO, removed
e . - . -




